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THE  REPORT 


Phoenix,  Arizona,  March  17,  1913. 
To  the  Governor  of  Arizona: 

In  eonformity  with  the  promise  of  the  State  Tax  Commission 

to  make  a  special  report  on  mine  taxation,  as  set  forth  on  page  81 
of  the  First  Report  of  the  Commission,  it  hereby  submits  said 
report. 

This  report  wonld  have  been  made  at  an  earlier  period  if  the 

Oommimion  conld  have  had  the  data  requested  from  the  mining 

companies  sooner,  but  in  view  of  the  fact  that  the  last  report  from 
the  companies  did  not  reach  us  until  February  19,  1913,  it  was 
impossible  for  the  Commission  to  urive  at  any  definite  eonclusion. 
The  Gommimion  had  also  indicated  that  before  making  any  final 
report  on  the  question  of  mine  taxation,  it  would  again  call  the 
mine  representatives  into  conference  for  discussion  on  said  report, 
but  as  ibe  LegisUture  is  in  session  and  this  Commission  has  been 
requested  by  several  members  of  the  Legidature  to  make  said 
report  at  the  earliest  possible  moment,  it  has  concluded  to  do  so 
at  once  with  Ihr  itica  in  mind  that  \hv  iiiim*  rt^presentativt's  can 
appear  before  the  Legislature  instead  of  the  Commission  for  any 
criticisms  of  the  legislation  reemimended  or  submitted. 

In  o^tr  former  report,  on  page  75,  will  be  found  the  proposed 
"Mine  Tax  Law,"  proposing  a  tax  of  12V2%  on  the  gross  and 
100%  on  the  net  production  of  all  producing  mines  in  this  State. 
This  proposed  law  was  submitted  to  the  Commission  by  a  special 
committee  of  the  m^ine  owners,  after  a  hearing  had  by  the  Com- 
mission on  October  28,  1912,  and  upon  numerous  requests  from 
mine  representatives. 

The  proposition  as  put  to  the  mine  owners  by  the  Commis* 

sion  was:  That  any  law  drafted  by  them  must  necessarily  con- 
template something  like  a  "'full  cash  value"  of  the  mines  for  pur- 
poses of  assessment,  it  being  understood  that  this  would  be  the 
basis  of  valuation  for  all  property  for  the  year,  1913.  It  is,  there- 
fore, with  some  regret  that  the  Commission  finds,  upon  examina- 
tion of  the  sworn  statements  of  the  mine  managers,  that  the  total 
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valuation  they  would  have  all  producing  mines  in  the  State 
assessed  for  this  year  would  be  only  $31,320,077.95.  This  total 
would  be  more  than  one  and  one-half  million  dollars  less  than  the 
amount  they  were  valued  for  assessment  in  the  year,  1912.  The 

totals  shown  by  the  statements  of  the  mine  owners  are  as  follows: 

Total  gross  value  of  produetion  for 

the  year,  1912  $  61,4«8,527.82 

12Vo%  of  above  amount   $  7,683,566.01 

Net  produetion  for  1912„   23,636,511.94 


Total  value  for  assessment  imder 

prqtosed  Mine  Owners'  Bill   $31,320,077.95 

In  view  of  the  fact  that  the  Commission  has  now  issued  in- 
structions to  all  assessors  to  assess  all  property  under  their  jur- 
iadiction  at  its  full  eaah  value,  thereby  inereasing  materially  the 
valuation  of  all  property  othar  <hui  mines,  it  is  self-^vident  that 
no  bill  that  would  actually  reduce  the  1912  valuation  of  these 
properties  more  than  a  million  and  one-half  of  dollars  could  re- 
ceive the  endorsement  of  this  Commission. 

In  view  of  the  aforementioned  faets,  the  CommimGn  mast 
refuse  its  endorsement  to  this  measure  or  any  other  measure  cal- 
culated to  cause  the  great  producing  mines  of  the  State  to  bear 
any  smaller  percentage  of  the  burdens  of  taxation  than  has  been 
borne  by  them  in  the  past* 

The  Commission  regards  the  subject  of  mine  taxation  as  the 
most  vital  problem  confronting  it  at  the  present  time.  It  is  a 
subject  not  yet  satisfactorily  solved  by  any  of  the  stated  and  prob- 
ably never  will  be. 

However,  a  majority  of  the  Commission  believes  that  a  law 

providing  for  a  proper  classification  of  all  producing,  mines  on  a 
graduated  scale,  and  basing  their  annual  assessable  value  on  both 
their  grow  md  net  ou^ut,  would  eome  neai^  to  placing  them 
on  the  same  basis  with  other  property  than  any  method  the  Com- 
mission has  so  far  been  able  to  devise. 

Acting  upon  this  belief  and  after  a  careful  study  of  several 
diffar^  schemes  of  taxation,  a  bill  has  been  drawn  along  these 
lines,  a  copy  of  which  is  submitted  herewith. 

The  total  assessable  valuaMon  of  all  milling  properly  in  the 
state,  based  on  the  1912  production,  as  set  forth  in  this  bill,  would 
aggrc^te  a  vara  cdightly  in  excess  of  $108,000,000.00.  In  this  vfd- 
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ration  is  included  all  non-producing  patented  mines^  improve- 
ments and  reduetion  worim. 

The  Gonmdsfiion  eonsiders  that  this  amount  compares  exceed- 
ingly favorably  with  that  of  the  State  of  Michigan,  whose  cop- 
per mines,  under  a  physical  valuation  made  by  a  celebrated  min- 
ing expert,  showed  a  total  of  only  $69,815,000,00,  including  aU 
reduction  wmkB  and  improvements  of  whatsoever  natwe. 

Under  the  operation  of  this  law  the  assessable  valuation  of 
the  mining  property  of  the  State  would  be  increased  about  one 
and  six-tenth  times  above  the  valuation  had  for  the  year  1912, 
whieh  would  result  in  its  peroentage  of  taa^  to  be  paic^  bdng  in- 
ereaaed  two  and  mx-tenth  times,  based  on  the  1912  valuation  and 
rate  of  that  year. 

As  stated  above,  this  bill  would  automatically  fix  the  nnnfiiiiT 
able  value  of  each  mine  aeccHrding  to  its  dasa.   A  mine's  value 

is  gauged  solely  by  the  intrinsic  value  of  its  ore  deposits,  ite  pos- 
sible length  of  life,  and  whether  it  can  produce  at  a  profit. 

The  great  Tamarack  Mine  in  Michigan  produced,  from  the 
year  1907  to  1911,  58,314,000  pounds  of  copper  at  an  av^ge  coat 
of  15.2  e^ts  per  pound,  but  since  the  average  price  of  copper  for 
those  five  years  was  below  15  cents,  its  entire  output  had  been 
produced  at  a  loss  and  the  great  Tamarack  mine  was  therefore 
appraised  at  zero,  and  it  was  a  liainlitj  and  not  an  wmet  to  its 

OWIUSS» 

All  mining  property  in  Michigan  was  appraised  by  applying 
three  factors:  First,  average  cost  of  production;  second,  average 
prices  of  copper^  and  third,  an  estimate  of  future  Hfe.  The  third 
fiietor,  the  life  of  the  mine,  was  based  partly  on  developed  ore 
and  partly  upon  an  assumption  of  continuance  of  known  ore 
bodies  beyond  the  present  bottom  levels  of  the  mine.  The  as- 
sumption of  continuance  was  based  m^nly  vq^n  tiie  ^ctmt  to 
^f^A  the  eontinuity  of  the  deposits  had  been  proven  for  the  dis- 
trict and  for  the  type  to  which  the  mine  belonged.  In  other 
words,  a  mountain  of  copper  ore  has  but  a  nominal  value,  either 
for  assessing  or  other  purposes,  unless  it  holds  such  constituents 
of  vialue  t^t  a  eomniercial  profit  can  be  made  in  its  reduction 
and  sale  as  metaL  And  for  this  reason,  the  gross  and  net  products 
of  each  mine  is  its  best  standard  of  value.  Each  year's  produc- 
tion should  necessarily  fix  its  value  as  a  profit  producing  proparty 
and  be  assessed  accordin^^. 

Under  the  Midiigan  ojBtem  of  ad  valrawn  valuation,  all  mines 
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whose  expenditures  equaled  or  exceeded  receipts  irom  products 
sold,  were  appraised  at  zero  and  would  consequratly  ejjj^ape  all 
taxation.  This  is  another  reason  why  the  Commission  would  reo- 

ommend  the  aforementioned  bill. 

Should  the  Legislature  in  its  wisdom  deem  it  inadvisable  to 
enact  tliis  bill  into  a  law,  then  the  Commission  would  submit  for 
farther  consideration,  a  bill  identical  with  the  Michigan  law,  pro- 
viding for  an  expert  physical  examination  of  the  properties  by  a 
competent  mining  engineer,  who,  of  necessity,  should  reside  with- 
out the  State.  The  latter  method  appeals  to  the  CcMnmissi^m  as 
the  best  now  in  use  in  any  of  the  states,  its  principal  disadvan* 
tage  being  the  necessity  for  further  examination  from  time  to 
time,  in  order  to  keep  up  with  the  new  development  of  tJie  mines 
and  to  obviate  the  necessity  of  decreasing  the  assessed  value  of 
the  property  from  year  to  year,  according  to  the  decrease  of 
known  ore  bodies  and  the  bringing  into  being  of  new  mines. 
These  objections  are  not  re^iuired  to  be  met  in  the  bill,  based 
upon  a  classification  of  the  properties,  the  valuation  becoming 
autco&atic  on  any  new  mine  at  once  and  eontmuiug  without  de- 
crease during  the  Hfe  of  the  property ;  nor  is  a  new  examination 
required  from  time  to  time  as  is  in  the  case  of  the  Michigan  law. 

In  so  far  as  the  two  systems  outlined  in  the  bills  herewith 
presented  differ  in  their  value  as  revenue  produoms  and  as  equal- 
ising the  assessable  value  of  mines  with  that  of  other  property, 
there  is  little  to  choose. 

The  State  of  Michigan  made  its  physical  examination  in  the 
year  1911,  at  a  time  when  tibe  price  of  copper  had  been  steadily 
decreasing  for  several  years.  In  arriving  at  a  valuation,  Mr.  Fin- 
lay  used  as  a  basis  the  average  price  for  a  period  of  years,  together 
with  the  average  net  proceeds  for  that  period.  It,  therefore,  be- 
comee  eonelufiive  to  moest  tyro  in  taxation  matters  tiiat  in 
order  to  make  any  comparison  of  Michigan  with  Arizona  it  be- 
comes necessary  to  use  identically  the  same  year's  production. 
In  other  words,  a  fair  comparison  could  not  be  shown  if  one  uses 
the  production  of  Michigan  in  a  year  or  series  of  years  mbm  eop* 
per  sold  at  a  low  figure  and  in  Arizona  for  a  year  or  a  series  of 
years  when  a  high  price  was  obtained. 

Take,  for  instance,  the  year  1911,  when  the  Fiolay  appraisal 
was  made,  and  we  find  that  tihe  aven^  net  produetioa  for  the 
past  five  years  in  Michigan  had  been  something  in  escess  of  $10,- 
000,000.00  each  year.  For  the  same  period  the  average  yearly  net 


Special  Tax  Commission  Reports 


mil 


9 


production  for  the  Arizona  coppers  had  been  only  slightly  higher 
than  this  figure,  or  a  little  more  than  $12,000,000.00  per  year.  It 
might  be  assumed  by  using  these  %;ures  as  a  basis  that  a  similar 

examination  made  of  the  Arizona  mines  would  show  the  same  rel- 
ative value  for  Arizona  as  for  Michigan,  or  an  aggregate  of 
$84,000,000.00.  However,  the  presumption  is  that  Mr.  Finlay 
would  find  in  some  of  the  Arizona  adnea  grei^  ore  bodies  than 
exist  in  any  of  the  Michigan  properties,  except  it  be  the  great  Cal- 
umet and  Hecla  property.  Assuming,  that  he  would  find  at  least  one 
and  one-third  times  the  amount  of  ore  that  can  be  mined  at  a  profit 
in  Arizona  that  he  found  in  Michigan,  and  you  would  have  a  total 
of  $112,000,000.00  for  the  Arizona  mines  as  against  less  than 
$70,000,00.00  for  those  of  Michigan.  This,  we  believe,  from  a 
careful  study  of  Mr,  Finlay 's  methods,  would  be  the  highest  fig- 
ure the  Commission  would  have  reason  to  expect  from  him.  This 
might  also  be  reduced,  as  Mr.  Finlay  found  numerous  large  prop- 
erties in  Michigan  that  had  theretofore  been  taxed  for  consider- 
able sums  by  the  state  that  he  appraised  at  zero.  The  Commis- 
sion believes  a  similar  condition  would  be  shown  to  exist  in 
Arizona. 

However,  it  is  w  ith  no  desire  to  in  any  manner  disparage  the 
Michigan  law  that  the  above  objections  are  noted,  but  merely  to 
place  before  the  Legislature  the  important  faets^  with  the  sole 
desire  that  some  equitable  law  be  enacted  whereby  the  mines  will 
bear  their  proper  share  of  the  taxes  as  compared  to  other 
property. 

The  scheme  of  the  capitalization  of  the  net  proeeeda  of  a 
mine  for  tJie  year  previous  in  order  to  obtain  its  present  vidue 

for  assessing  purposes  has  not  been  overlooked  by  the  Commis- 
sion and  is  not  a  new  one,  even  in  tibis  state.  It  has  been  advo- 
cated for  several  years  by  numerous  authoritira^  but  praetically 
all  have  now  ceased  to  consider  it  as  a  panacea  or  a  cure-all  for 
the  great  subject  of  mine  taxation.  So  far  as  the  Commission  has 
been  able  to  ascertain,  no  tax  expert  or  authority  has  ever  at- 
tempted to  draft  a  billy  nor  has  any  state  even  eonsidmred  paae* 
ing  a  law  of  this  charactw. 

The  truth  of  the  matter  is,  that  no  two  persons  can  agree  on 
the  thousand  and  one  things  that  should  or  should  not  be  charged 
in  order  to  arrive  at  a  net.  Whether  they  should  be  allowed  to 
provide  for  interest  charges  and  sinking  fund  on  tJie  total  capi- 
tal invested,  and  if  so,  what  rate  of  interest  tbey  should  be  al- 
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lowed,  and  how  much  of  a  sinking  fxind  to  aectamdate  each  year, 
all  of  wluch  is  dependent  upon  the  life  of  the  mine,  whicli  is  the 

Of  all  the  aehem^  yet  proposed,  tbk  mB  of  ea^^talizatMm 

seems  the  most  hazy  and  unreasonable,  and  the  fact  that  the 
previous  year's  net  production  must  be  considered  in  any  com- 
putatioB  to  obtain  the  present  year's  value  enters  equally  into 
thk  plan  aa  it  does  mider  the  pkm  oi  elassifieation,  whieh  f  aet 
mftkea  it  no  more  desirable  from  this  standpoint.  Several  of  em 
largest  mines,  if  assessed  under  this  scheme,  would  show  little  or 
no  net  proceeds  if  allowed  interest  on  their  capital  invested  and 
a  eertain  stipulated  amount  for  sinking  fund  dependent  upon  the 
j^babk  Itfe  of  the  mine,  wMch  ^  neeesnty  would  have  to  be 
done  in  any  capitalization  scheme. 

The  stat^  of  Montana,  Nevada  and  Utah  use  only  the  annual 
net  production  of  their  mines  as  the  assessed  valna  of  the  pr^ 
erties  for  each  fiscal  year.  Such  laws  as  these,  on  the  very  faee 
of  them  seem  absurd  to  a  state  like  Arizona,  where  the  law  con- 
templates that  all  property  be  assessed  at  its  ''full  cash  value/' 
The  idea  that  the  **fuU  eadi  value''  of  any  of  our  great  produc- 
ing mines  should  be  only  its  net  yearly  output  is  so  UdSmimm 
that  it  needs  no  further  discussion  in  this  report. 

The  state  of  Michigan  has  of  late  years  made  some  progress 
along  tihe  lines  of  equitable  mine  taxation.  In  the  year  1911,  the 
Legislature  passed  a  law,  as  heretofore  set  forth  in  tihis  report, 
authorizing  the  State  Tax  Commission  to  employ  a  competent 
mining  expert  to  appraise  the  actual  physical  valuation  of  all 
iMmmg  panqmrties  in  the  state.  The  law  provided  for  the  appro- 
pmtion  of  $30,000.00,  or  so  much  thereof  as  might  be  needed,  to 
defiray  the  expense  of  aforesaid  examination. 

Acting  under  this  law,  the  Michigan  Tax  Commission  em- 
ployed the  eminent  mining  engineer^  John  E.  Finlay,  of  New 
Torh,  a  man  whom  they  believed  to  be  absolnt^y  abo^ve  siuqpieion 
and  reproach,  to  make  a  physical  examination  of  aU  the  produc- 
ing mines  o  fthe  state.  Mr.  Pinlay's  examination  disclosed  a 
total  valuation  of  the  copper  mines  of  the  state  to  be  slightly 
nder  $70^000,000.00,  ineluding  all  lands  and  i]i^>rovement&  While 
this  valuation  fell  far  short  of  the  stock  vidues  of  &e  properties, 
yet  both  the  state  authorities  and  the  mines  appear  to  be  satis- 
fied and  no  difficulty  has  been  encountered  in  the  collection  of 
the  taxes.  'She  mmmtum  of  Mr«  Finlay  diaelosed  the  further 
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fact  that  several  of  the  lai^e  mining  properties  were  aetually 

operating  at  a  loss,  with  absolutely  no  hope  of  ever  making  a 
profit,  except  through  the  manipulation  of  their  stocks  in  their 
respective  markets. 

It  most  be  remembered  ^t  great  changes  and  reform  in 
any  direction  are  not  reached  at  a  single  bound,  and  the  same 
inexorable  rule  applies  to  matters  of  taxation  as  to  other  affairs. 

It  should  be  further  remembered  that  the  proposed  classifi- 
^riion  tax  on  mines  as  well  as  the  physical  examination  method 
proposed  by  this  Gommkision  would  rake  tiieir  taxjril>Ie  value  in 
either  ease  more  than  ten  millions  of  dollars  in  excess  of  the  total 
valuation  of  the  entire  state  prior  to  1912,  when  the  Tax  Commis- 
sion took  offiee. 

While  the  Commission  is  endeavoring  to  enforce  the  law  as 
it  finds  it  on  the  statute  books,  which  reads  that  all  property 
shall  be  assessed  at  its  **full  cash  value/'  yet  it  is  a  well  known 
£Bet  tiiat  this  is  a  goal  never  yet  attained  by  any  of  the  older 
states  and  exists  only  in  theory. 

Bearing  in  mind  all  of  the  facts  heretofore  set  forth  and  wiUl 
the  utmost  desire  to  assist  the  Legislature  in  drafting  the  best 
mine  tax  law  possible  to  be  had^  a  law  that  ia  something  more 
thm  a  chnnerical  seh^e,  and  that  wiU  stand  ^e  test  of  bH  of  the 
courts  and  upon  which  there  will  not  be  the  possibility  of  tying 
up  the  principal  sources  of  revenue  of  the  mining  counties  and 
of  the  state  indefinitely,  the  Commission  herewith  respectfully 
snbraita  1^  i^eeial  report,  together  with  the  aeccm^paiiTing  biUs. 

Respectfully  submitted, 
CHAS.  R.  HOWE, 
P.  J.  MILLER^ 

(SBAL)  ComawKAomau 
Attestr 

JESSE  L.  BOYCE,  Secretary. 


OFFICE  OF  THE  STATE  TAX  COMMISSION  OF  ARIZONA 

Phoenix,  March  20,  1913. 

To  the  Governor  of  Arizona: 

The  rainorfty  id  tiiis  Commission  subscribes  to  the  majority 
report,  filed  wiik  yon  in  March  17, 1913,  bat  takes  tiie  followuig 

exceptions : 


12  Speeial  Tax  Ckxmimssiim  Beports 

The  plan  to  tax  the  gross  and  ihe  net,  the  critieism  of  the 
Michigan  system  and  the  following  paragraphs.  It  also  definitely 
recommends  one  method, 

1.  ''The  id^  that  the  fall  eaab  value  of  any  of  our  fpmt 
prodneing  mines  should  be  only  its'  net  y^udy  output  is  m  fal* 
lacious  that  it  needs  no  further  discussion  in  this  report/' 

The  majority  of  this  Commission  infers,  however,  that  if  to 
the  net  the  gross  ia  added,  the  full  eaah  value  is  found.  To  this 
the  ndnorily  dias^Dte. 

2.  ''It  should  be  further  remembered  that  the  proposed 
classification  tax  on  mines  as  well  as  the  phj^sical  examination 
method  proposed  by  this  Commission  would  raise  their  taxable 
value  in  eithw  ea^e  more  than  ten  milUona  of  dollars  in  exeeaa  of 
the  total  valuation  of  the  ratire  state  prior  to  1912,  rwhen  liie  Tax 
Commission  took  office." 

But  the  classification  plan  to  tax  the  gross  and  net  proposed 
by  the  majority  would  not  change  the  relative  position  of  the 
mines  with  other  property  since  the  Commission  took  office.  The 
physical  examination  method  would. 

3.  ''While  the  Commission  is  endeavoring  to  enforce  the 
law  as  it  finds  it  on  the  statute  bool^,  which  reads^  that  all  prop- 
erty shall  be  assessed  at  its  'full  cash  value, '  yet  it  is  a  well  known 
fact  that  this  is  a  goal  never  yet  attained  by  any  of  the  older 
states  and  exists  only  in  theory." 

The  minority  inskts  that  although  this  goal  has  never  been 
readied  anywhere  else,  it  might  be  reached  in  .Arizona.  To  ad- 
mit that  this  goal  can  never  be  reached  is  to  impede  a  near  ap- 
proach to  it. 

4  ''The  total  assessable  valuations  of  all  mining  property 
in  the  state,  based  on  the  1912  production,  as  set  forth  in  this 

bill,  would  aggregate  a  sum  slightly  in  excess  of  $108,000,000.00. 
In  this  valuation  is  included  all  non-producing  patented  mines, 
improv^enta  and  reduction  worfaau" 

5.  ''The  Gommi»don  considers  tiiat  lUiis  amount  eompans 
exceedingly  favorablj^with  that  of  the  State  of  Michigan  whose 
copper  mines,  under  a  physical  valuation  made  by  a  celebrated 
mining  expert,  showed  a  total  of  only  $69,815,000.00,  including 
all  reduction  works  and  improvements  of  wbatsoevw  nature." 

The  total  valuation  of  the  Michigan  mines  has  no  more  rela- 
tion to  the  total  valuation  of  the  Arizona  mines  than  has  the  total 
valuation  of  the  standing  timber  in  Michigan  to  the  total  valua- 
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tion  of  standing  timber  in  Arizona,  unless  the  two  classes  of 
wealth  rtaad  in.  the  same  ratio  between  the  two  states. 

6.  Under  the  operation  of  this  law  tiie  assessable  valua- 
tion of  the  mining  property  of  the  state  would  be  increased  about 
one  and  six-tenth  times  above  the  valuation  had  for  the  year  1912, 
whieh  would  result  in  its  percentage  of  taxes  to  be  paid,  being 
increased  two  and  six*ten1iL  times^  based  mi  l&e  1912  ^nation 
and  rate  of  that  year." 

This  statement  is  misleading,  though  uuintentionally  so.  The 
aetoal  xesults  are  far  di£E went  This  valuation  of  $108,000,000.00 
is  based  on  the  1912  production.  The  assessed  valuation  of  1912 
was  based  on  the  1911  production.  A  valuation  found  by  the 
1912  method  and  based  on  the  1912  production  would  amount  to 
about  $60,000,000.00,  to  which  would  be  added  about  $25,000,- 
000.000  for  equipment  and  non-iHroduetive  mines,  or  a  total  of 
$85,000,000.00  as  against  the  $108,000,000.00  found  by  the  gross 
and  net  plan.  So  it  can  be  seen  that  instead  of  an  increase  of 
one  and  dx-tenths,  it  is  an  increase  of  len  than  one-fourth  over 
the  method  used  in  1912;  and  «wlien  it  is  r^onbered  that  in  1913 
all  property  is  to  be  assessed  at  its  full  cash  value,  it  is  plain  that 
the  advantage  claimed  for  the  amount  of  taxes  paid  is  wiped  out 
entirely. 

7.  '^The  scheme  of  tiie  capitidization  of  the  net  proceeds 

of  a  mine  for  the  year  previous  in  order  to  obtain  its  present 
value  for  assessing  purposes  has  not  been  overlooked  by  the  Com- 
misaon  and  is  not  a  new  one,  evm  in  this  state.  It  has  been  ad* 
voeated  for  several  years  by  numerous  aiifhiaitieB,  but  ^raeti- 
cally  all  have  now  ceased  to  consider  it  as  a  panacea  or  a  cure*all 
for  the  great  subject  of  mine  taxation.  So  far  as  the  Commission 
has  been  able  to  ascertain,  no  tax  expert  or  authority  has  ever 
attempted  to  draft  a  bill,  nor  has  any  state  erm  eonsidered  paaa- 
ing  a  law  of  this  character." 

8.  **The  truth  of  the  matter  is,  that  no  two  persons  can 
agree  on  the  thousand  and  one  things  that  should  or  should  not 
be  charged  in  order  to  arrive  at  a  net.  Whether  they  should  be 
allowed  to  provide  for  interest  eharges  and  conking  fond  on  the 
total  capital  invested,  and  if  so,  what  rate  of  interest  they  £^hould 
be  allowed,  and  how  much  of  a  sinking  fund  to  accumulate  each 
yeiur,  all  of  which  is  dependent  up<m  the  life  of  the  mine  which 
is  the  unknown  qnanti^." 

9.  ''Of  all  the  schemes  yet  proposed,  this  one  of  capitalissr 


14 


Special  Tax  Commission  Reports 


ticm  Beems  the  most  hazy  and  unreasonable,  and  the  fact  that  the 
pravicms  ywur's  net  prodnetion  must  be  ecmsidered  in  any  eom- 

putation'to  obtain  the  present  year's  value  enters  equally  into 
this  plan  as  it  does  under  the  plan  of  classification,  which  fact 
makes  it  no  more  desirable  from  this  standpoint. ' ' 

All  the  above  objeetirais  apply  with  eqmal  force  to  the  plan 
to  tax  the  gross  and  the  net  proposed  by  the  majority. 

10.  ''Under  the  Michigan  system  of  ad  valorem  valuation, 
all  mines  whose  expenditures  equaled  or  exceeded  receipts  from 
products  sold,  were  appraised  s/em  and  would  eonseqcuml^ 
escape  all  taxation.  This  is  another  reason  why  the  Gominission 
would  recommend  the  aforementioned  bill." 

11.  ''This  might  also  be  reduced,  as  Mr.  Finlay  found  num- 
eroQS  large  properties  in  Michigan  that  had  theretofore  been 
taxed  for  ecmsiderahle  sums  by  the  state  that  he  appraised  at 
zero.  The  Commission  believes  a  similar  ewdition  would  be 
shown  to  exist  in  Arizona." 

12*  '"The  great  Tiumarack  Mine  in  Michigan  produeed,  from 
the  year  1907  to  1911,  58,314,000  pounds  of  copper  at  an  average 
cost  of  15.2  cents  per  pound,  but  since  the  average  of  copper  for 
those  five  years  was  below  15  cents,  its  entire  output  had  been 
produced  at  a  loii  and  the  great  Tamarack  mine  was  therefore 
appraised  at  zero,  and  it  was  a  iiatril^  and  not  an  asset  to  its 
owners." 

13.  **The  examination  of  Mr.  Finlay  disclosed  the  further 
£aat  that  several  of  the  large  mining  properties  were  actually 
operating  at  a  loss^  with  absohttely  no  hope  of  ever  making  a 
profit,  except  through  the  manipulation  of  their  stocks  in  their 
respective  markets/* 

The  minority  agrees  that  Mr.  Finlay  did  appraise  properties 
as  above  stated,  but  the  State  of  Michigan  continued  to  assess 
them  nevertheless,  as  all  will  agree  the  State  of  Arizona  should 
do  upon  some  basis.  It  will  be  noticed  that  the  Tamarack  pro- 
duced at  a  cost  of  15.2  cents  per  pound.  There  is  not  a  single 
eempmay  indnded  in  the  Arisona  group  of  big  inrodacmi  which 
make  up  practically  all  the  1912  net,  that  produced  at  a  cost  in 
excess  of  13.31  cents  per  pound  as  shown  by  the  sworn  reports 
of  these  companies  to  this  Commission.  These  reports  were  made 
for  assessment  purposes  in  which  the  net  was  the  largest  factor, 
and  on  this  account  it  cannot  be  said  that  tlie  cost  ww  figured 
less  than  it  actually  was  and  the  net  greater  than  it  actually  was. 
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This  high  cost  was  in  1912  when  copper  sold  for  16.341  cents. 
In  1911  wh^  this  company's  copper  sold  for  12.36  cents  its  cost 
was  12.06  cents.  This  cost  and  that  of  former  years  included  the 
liquidation  of  its  bonds.  Its  bonds  are  now  all  liquidated  and  the 
company  has  a  clean  slate.  An  examination,  therefore,  will  not 
show  any  properties  of  the  big  producing  group  to  be  worthless. 
Ab  to  those  propertira  whose  only  hope  of  profit  is  throng  stock 
maaipulation,  the  minority  will  quote  the  language  of  Mr.  Finlay: 

"I  take  the  ground  that  the  State  of  Michigan  does  not  wish 
to  recognize  extrinsic  valuations  created  by  promoters  whcMse 
business  is  not  to  produce  copper,  but  to  gauge  the  public  appe- 
tite for  speculation.*' 

The  minority  holds  to  tho  opinion  advanced  by  all  honest  rain- 
ing men  that  a  legitimate  mining  enterprise  does  not  have  to  be 
eatagg^ted  to  be  successfully  promoted 

To  the  principle  of  taxing  the  gross  and  the  net,  tilie  minority 
cannot  even  give  a  suggestion  of  approval.  It  admits  the  claim 
too  long  made  in  Arizona  that  not  even  an  approximate  value  of 
the  mines  can  be  determined  and  acknowledges  that  the  State  of 
ArisHma  cannot  control  its  sources  oi  revenue. 

As  stated  in  the  majority  report,  the  mine  owners  submitted 
a  plan  to  tax  the  gross  and  the  net  that  would  yield  even  less 
revenue  than  was  obtained  in  1912.  The  fdan  irobniitted  by  the 
majority  ci  this  Conmiission  is  inherently  the  same.  It  will  raise 
the  value  of  the  mines  to  about  the  same  relative  proportion  under 
a  full  valuation  and  a  full  listing  of  all  property  that  they  occu- 
pied in  1912  under  a  partial  valuation  of  all  property.  So  in 
reality  it  is  i>osmble  for  this  plan  not  to  yield  any  more  revenue 
than  was  obtained  in  1912.  But  far  more  grave  than  this  defect 
is  the  additional  one,  that  the  plan  is  absolutely  wrong  in 
principle. 

No  i^tempt  is  made  to  arrive  at  the  actual  value  of  the  prop- 
erties as  is  done  or  Avill  be  done  with  respect  to  all  other  property 
in  the  state.  To  say  that  a  certain  percent  of  the  gross  and  a  cer- 
tain percent  of  the  net  is  the  value  of  the  mines  is  altogether  a 
false  ppemise.  It  might  be  said  that  the  gross  and  net  equaled  a 
certain  portion  of  the  value,  but  to  say  that  they  are  the  value  is 
a  mere  guess,  entirely  unsupported  by  any  facts  whatso*  ver.  If 
the  gross  and  the  net  equal  more  than  the  value  of  the  minesi  the 
State  of  Arizona  is  not  entitled  to  that  viUuation,  nor  does  it  want 
it.  On  the  other  hand,  if  the  gross  and  net  do  not  equal  the  value 
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of  'the  mines,  the  state  is  entitled  to  the  full  valae  of  the  mines 
and  should  get  it.  If  the  prodncing  mineci  of  Aliizona  are  exam- 
ined by  an  engineer  of  unquestioned  reputation,  the  minority  be- 
lieves the  state  will  get  the  full  valuation  of  the  mines* 

The  minority  recommends  an  ad  valorem  valuation,  based  on 
a  physical  examination  and  no  other  method.  To  accomplish  this 
end  it  recommends  the  bill  accompanying  the  majority  report^ 
providing  for  a  physical  examination.  The  minority  will  say  in 
tills  connection,  that  it  favors  a  graduated  tax  on  the  prodncing 
mines  at  this  time,  but  this  is  a  minor  matter  and  the  minoritv 
does  not  care  to  advance  the  idea  if  it  should  endanger  the  main 
qnesti^m. 

There  can  be  no  doubt  that  the  assessment  based  on  a  physi- 
cal examination  will  yield  to  the  state  a  revenue  equitable  to  that 
reedved  from  other  property  and  that  no  otiier  method  will* 

The  total  valuation  fixed  for  the  Michigan  copper  mines  for 
the  year  1911  by  Mr.  Finlay  was  eight  and  one-half  times  the 
aven^  annual  net  prodncHon  of  those  mines  for  five  years,  that 
18  to  say,  the  average  annual  net  was  $8,240,000.00  and  the  val- 
uation found  for  1911  was  $69,815,000.00.  Upon  the  same  calcu- 
lation with  copper  at  16.341,  the  Arizona  mines  would  be  valued 
m  1912  at  $2Q0,900^.00,  that  is  to  say,  the  total  net  of  the  Ari- 
zona prodneing  mines  for  1912,  as  shown  by  the  mining  reports 
to  the  Tax  Commission,  was  $23,636,511.94,  which  multiplied  by 
eight  and  one-half,  makes  the  above  value  of  over  two  hundred 
million. 

Of  course,  these  figures  can  not  be  exact.  They  are  used  to 
illuminate  the  subject.  The  average  annual  net  of  the  Arizona 
mines  for  the  same  period  of  the  Miehi^m  ealeolation  was  very 
mneh  less  thsm  the  net  of  1912,  bnt  this  does  not  effeet  the  ratio 
between  the  net  and  the  total  value  found  by  Mr.  Finlay.  The 
comparison  affecting  the  annual  net  is  extremely  favorable  to 
Arizona.  The  Michigan  production  shows  a  d^line,  while  the 
Arisona  production  shows  a  remarkable  increase^  and  tius  iaonease 
was  still  greater  during  the  years  1911  and  1912.  So  while  the 
total  average  annual  net  for  the  Michigan  mines  is  practically 
stationary,  there  is  every  reason  to  believe  the  total  average  an- 
noal  net  of  the  Arizona  mines  now  producing  will  not  be  less  than 
that  of  1912  during  the  future  life  of  the  mines.  This  assertion 
is  well  sustained  by  the  fact  that  nearly  all  the  large  producers 
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are  equipping  their  properties  for  larger  and  more  economical 

production.   The  price  of  copper  affects  the  net. 

The  gold  and  silver  in  Arizona  copper  raises  the  price  of  that 
copper  fully  two-thirds  of  a  cent  per  pound.  This  fact  would 
always  make  the  total  net  greater  for  an  Arizona  calculation  than 
for  a  Michigan  calculation. 

Mr.  Finlay,  in  his  report  lo  the  Michigan  Tax  Commission, 
stated  that  he  believed  the  average  price  of  copper  for  the  next 
tw^ty  years  would  be  more  than  fourteen  cents,  the  figure  used 
in  his  calculation.  The  actual  price  obtained  during  the  period 
calculated  was  15.3  cents. 

Mr.  Finlay  still  believes  the  trend  of  copper  prices  will  be 
upward.  If  an  .Arizona  calculation  should  be  based  on  fifteen 
cents,  plus  the  two-thirds  of  a  c<mt  for  gold  and  silver,  it  can  be 
seen  that  the  1912  price  is  not  materially  wrong. 

For  these  reasons,  the  total  net  for  1912  is  not  a  radical  fig- 
ure to  assume  as  the  average  annual  net  during  the  future  life  of 
.    the  Arizona  mines* 

The  one  thin^  that  affects  the  ratio  between  the  average  an- 
nual net  and  the  total  present  value  of  the  mines  is  the  future 
life  of  the  mines.  The  Michigan  calculation  found  that  it  would 
take  an  average  of  sixteen  years  to  mine  all  the  copper  calculated. 
This  calculation  of  sixteen  years  resulted  in  the  ratio  of  eight 
and  one-half  between  the  net  and  the  present  value.  It  is  not 
necessary  to  suggest  to  the  public  that  the  average  future  life  of 
the  Arizona  mines  now  producing  will  be  more  than  sixtera 
years.  If  the  ratio  should  be  raised  to  ten,  the  total  valuation 
for  1913  would  be  raised  to  $236,365,119.40.  It  is  safe  to  assume 
that  the  ratio  of  eight  and  one-half  Avould  be  raised  by  an  exam- 
ination of  the  Arizona  mines.  In  the  language  of  JVIr.  Finlay, 
speaking  in  contrast  to  the  older  mines  of  Michigan,  the  new 
mines  in  Arissona,  Utah,  Nevada  and  New  Mexico  undoubtedly 
contain  the  greatest  reserves  of  available  copper  in  the  world 
today.  This  additional  reason  demonstrates  that  the  figure, 
$200,000,000.00  is  not  unreasonable. 

The  value  of  $108,000,000.00,  arrived  at  in  the  majority  re- 
port by  the  gross  and  net  plan  contains  the  value  of  all  mining 
property  in  the  state.  The  value  of  the  mining  property,  other 
than  fhat  of  the  producing  min^  contained  in  the  $108,000,000.00, 
is  about  $25,000,000.00.  The  $200,000,000.00  found  in  this  report 
does  not  contain  any  of  this  property.   It  properly  excludes  the 
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equipment  of  the  {nroducing  mines.  It  must  be  remraibeired,  how- 
ever, that  the  figure  found  in  this  report  is  based  only  on  the 
mines  producing"  at  a  net.  Therefore,  to  find  the  value  of  all  min- 
ing property  of  the  state,  additions  would  have  to  be  laade  to  the 
value  found  for  the  net  producers  as  foUows: 

The  value  of  those  mines  now  producing  at  a  kss  for  which 
an  examination  would  show  a  futui'e  life  of  net. 

Those  mines  producing  at  a  loss  for  which  an  examination 
at  this  time  would  not  show  a  future  life  of  net,  but  v^h  ahonld 
pay  name  tax. 

The  non-producing  patented  mines  which  are  assessed  on  an 
acreage  basis  and  all  e(|uipment  thereon.  For  this  reason  and 
those  enumerated  above,  the  minority  of  this  Commission  is  will- 
ing to  stand  on  the  $200,000,000.00  as  a  conservative  value  of  all 

mining  property  in  the  state  thai  would  l)e  found  by  an  examina- 
tion as  against  the  $108,000,000.00  found  by  the  majority  of  this 
Commission. 

The  mines  will  not  have  to  be  examined  every  year.  It  will 
be  sufficient  to  examine  them  once  in  four  years.  The  necessity 
for  repeated  examination  is  a  happy  condition  for  the  state,  as 
it  only  bespeaks  new  wealth  discovered,  and  for  this  reason  the 
examiimticm  should  not  be  regarded  as  an  expense. 

Letters  from  J.  R.  Pinlay,  on  file  in  this  office,  indicate 
clearly  that  a  better  examination  of  the  Arizona  mines  can  be 
had  for  the  same  money  in  about  the  same  length  of  tim-e.  There 
need  be  no  diffiimlty  over  the  time  required  to  obtain  a  tiborou^ 
examination. 

The  oft  repeated  claim,  that  the  extent  of  the  ore  bodies  in 
Arizona  mines  cannot  be  determined  by  any  man  does  not  need  to 
be  denied  to  support  a  physical  examination.  The  reason  that 
elaim  is  true  is  because  new  reserves  have  been  continually  found 
in  unexpected  places.  That  an  engineer  can  ^'look"  as  far  into 
the  Arizona  mines  as  in  any  other  mines,  is  demonstrated  by  the 
equally  large  investments  in  Arizona  mines  as  elsewhere.  It  can 
also  be  added  significantly  that  no  investment  in  any  of  the  pres- 
ent large  producing  copper  mines  in  Arizona  has  been  anything 
but  a  splendid  success. 

The  statement  made  year  after  year  that  the  large  copper 
mines  have  but  two  or  three  years'  ore  in  sight  does  not  mean 
anything.  The  impression  given  by  that  declaration  is  dissipated 
every  year  by  the  record  of  the  mines  themselves,  both  as  to  their 
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production  and  their  showing  under  exploration  and  developmait. 
In  conclusion,  the  minority  wishes  to  state  that  it  is  entirely 

and  strenuously  opposed  to  the  plan  to  tax  the  gross  and  net,  rec- 
ommended by  the  majority  of  this  Commission. 

It  is  just  as  emphatically  for  a  phy^cal  eximiination  by  an 
engineer  of  unquestioned  reputation.  It  believes  no  adequate 
tax  will  ever  be  obtained  from  the  mines  except  by  this  method. 

Of  the  methods  proposed,  this  forms  the  basis  of  the  least 
chimerical  of  all  and  for  this  reason  guarantees  more  than  all 
others  that  the  taxes  laid  will  be  collected. 

The  minority  agrees  that  great  reforms  come  slowly,  but  in 
sists  that  this  reform  has  been  on  its  way  already  for  nearly  a 
generation  and  that  its  hour  of  fruition  is  now  at  hand. 

It  is  true  no  exact  figures  can  be  found  from  unknown  quan- 
tities. This  makes  it  all  the  more  necessary  that  all  the  known 
quantities  should  be  secured  before  a  final  conclusion  is  reached. 
The  minority  challenges  all  who  are  opposed  to  an  examination 
for  an  opportunity  to  try  it. 

The  minority  wants  to  emphasize  the  statement  of  the  ma* 
jority  of  this  Commission,  that  the  subject  of  mine  taxation  is  the 
most  vital  problem  confronting  this  Commission  at  this  time.  The 
law  creating  this  Commission  requires  it  to  investigate  and  rec- 
ommend. On  the  most  vital  subject,  the  minority  does  not  believe 
there  should  be  anything  but  one  definite  conclusion,  and  for  this 
reason  it  cannot  join  in  two  conclusions  that  have  nothing  in 
common. 

Respectfully  submitted, 

C.  M.  ZANDER, 
( SEAL)  Commissioner. 
Attest : 

JESSE  L.  BOYCE,  Secretary. 
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